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Abstract 

The Indian economy was in a parlous state since demonetisation. The outbreak of the Covid-

19 pandemic has added fuel to fire. The present tide of the slowdown is aching the people at 

the margin as they have lost their sources of income. The rate of unemployment is also 

mounting ever since demonetisation and now it is at the peak due to the three consecutive 

lockdowns to curb the spread of the pandemic. In this paper, we describe the state of the 

Indian economy since the demonetisation and the various factors that led to the economic 

slowdown. 
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Introduction 

An economic slowdown occurs when 

the rate of economic growth slackens 

in an economy. Countries usually 

measure economic growth in terms of 

gross domestic product (GDP), which 

is the total value of goods and 

services produced in 

an economy during a specific period 

of time. The GDP growth of the Indian 

Economy has touched the six year 

low in the first financial quarter of 

April-June 2020. According to the 

Chief Economic Advisor 

K Subramanian, “the economic 

slowdown which India is facing at 

present is only cyclical in nature, and 

the country has not lost its growth 

potential, which signifies that 

the economy will bounce back”. A 

cyclical slowdown is a period of wiry 

economic activity that occurs at 

regular intervals. Such slowdowns 

last over the short-to-medium term, 

and are based on the changes in the 

business cycle. Whereas the 

structural slowdown is a more deep-

rooted phenomenon that occurs due 

to a one-off shift from an existing 

paradigm and is a long-term 

phenomenon. National Statistical 

Office in its official data revealed 

that weaker consumer demand and 

slowing private investments are the 

two key factors behind the Indian 
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Economic Slow Down. Consumer 

demand which contributes nearly 

55%-60% of India’s GDP has been 

slackening down.     

After 2-3 years of robust growth, 

Indian economy is showing a 

downward in its major sectors. India’s 

GDP growth dropped to 4.5% in the 

July–September quarter of 2019-2020, 

contrary to the government’s 

prediction of a double-digit growth. 

Further it reached to 3.1% in the 

fourth quarter of the fiscal year 2020. 

Lashing India into a 5 trillion-dollar 

economy by 2025 will also seems to be 

impossible now. According to Aravind 

Virmani, former chief economic 

adviser to the government,” the 

economy likely bottomed in September 

or October. The issue now is what the 

government can do to accelerate 

growth recovery and reduce the time 

the economy takes to return to the 

7.5% growth track. His suggestion for 

now is besides monetary easing by the 

RBI, the government needs to simplify 

the goods and service tax and 

introduce a new direct tax code to 

clear the tax problems created by our 

ancient income tax law and rules. Since 

2015, various lead indicators, including 

the business cycle and the financial 

cycle, have started pointing towards a 

possible slowdown in Indian economy 

but those signs were too weak and the 

whole economic environment was full 

with optimism (Rajiv Kumar 2019). 

Scope and Significance of the Study  

Since demonetisation, India’s long-

term growth has slowed due to the 

stalled engines of economic growth 

such as investment, export, and 

consumption. As a result, growth has 

plunged over the past few decades. The 

growth of consumer goods production 

has almost paused and investment 

goods production too is dwindling. In 

this milieu, it is necessary to check the 

facets that led to this vicious circle, in 

which low growth is further damaging 

balance sheets and vice versa. 

Objective of the Study 

 To analyse the nature of Economic 

Slowdown in India since 

demonetisation 

 To study the various factors that 

leads to slowdown and its effect on 

Indian Economy 

According to NITI Aayog, the present 

economic crisis is the worst crisis that 

India is facing since Independence. 

Slowing down of economic growth will 

automatically leads to long term 

recession and prolonged recession 

may leads to depression. Nature of 

India’s economic growth can be termed 

as non-inclusive, jobless and 
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unsustainable.  Non inclusive in the 

sense that the richest 10% in India 

own more than four times wealth than 

the remaining 90% which clearly 

depicts the development gap and 

inequality. On April 9, the chief of 

International Monetary Fund, 

Kristalina Georgieva said that the year 

2020 could see the worst global 

economic fallout since the Great 

Depression in the 1930s, with over 170 

countries likely to experience negative 

per capita GDP growth due to the 

raging coronavirus pandemic 

(Mahendradev,2020). The present 

Economic slowdown can be endorsed 

to list of factors such as covid-19 

pandemic, demonetisation, flood, weak 

demand in automobile sector, drop in 

industrial production, tight FDI policies 

etc. 

Demonetisation and its effect on 

Indian Economy 

Three years after the declaration to 

scrap nearly 86% of the country’s 

currency overnight, the effects of 

demonetisation can still be felt in the 

economy. From slowing down the 

economic growth in various sectors to 

giving people nightmares of the long 

queues and the inability to spend the 

liquid cash freely, the chaos created by 

the demonetisation is still 

remembered. Demonetisation was first 

introduced with the aim to curb the 

circulation of black money in the 

economy but was later declared as a 

venture to transform India into a 

cashless digital economy. Three years 

since demonetisation, India’s GDP 

growth rate has seen a lot of turmoil, 

reaching six years low of 4.5%, fiscal 

deficit growing significantly and 

various sectors including automobile 

and manufacturing sector facing severe 

crises. India’s GDP has decreased from 

8.8% in July-Sept 2016 to 4.5% in July-

Sept 2019. SBI in its recent reports has 

predicted India’s GDP in second 

quarter would go down further amid a 

decline in consumption, weak 

investments and stagnant automobile 

and manufacturing sector. The auto 

sector is also going through a short-

term recession. The demand for 

vehicles is decreasing month after 

month. As a result of this, either the 

workers are getting laid off or the 

companies have suspended the 

production for some time. This has 

created problems for the whole auto 

industry and the workers (Rajiv 

Kumar, 2019). One of the reasons for 

this backdrop in auto sector is BS-IV 

and tight insurance regulation. 

Simultaneously, IRDA has made it 

mandatory for every vehicle buyer to 

buy third party insurance for 5 years 

which in turn leads to increase in the 
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on-road price of vehicles. This has 

reduced the demand in the auto sector. 

The slowdown in the economy has hit 

the MSMEs and informal sector the 

hardest along with the rural economy. 

The cause for this is mostly the flawed 

GST coupled with demonetization. (R.K 

Upadhyay, 2019).     

 

Fiscal deficit and its effect  

Fiscal deficit is on the whole increasing 

since 2014. In 2013-2014 financial 

year Fiscal deficit was 5.02 lakh crore 

and it shoots up to 7 Lake Crore for 

financial year 2019-2020. This ongoing 

upward trend in Fiscal deficit forced 

the central government to demand 

10,000 crore from RBI’s interim profit. 

Central Government is demanding the 

RBI’s interim profit continuously for 

the third time. Government has 

announced a reduction in the 

cooperate tax by 1.45 lakh crore in 

financial year 2019-2020. Sluggishness 

in the economic growth plus mass 

reduction in the cooperate tax rate has 

greatly affected government’s revenue. 

Recession in the automobile sector also 

reduced the GST revenue.  

 

Flood and its effect 

The immediate impact of flooding 

includes loss of human life, property 

damage, damage of agriculture crops, 

reduction in productivity, 

environmental issues, health issues etc. 

It totally affects the socio-economic life 

of people as well as economic 

development of a country. Loss 

confronting from flood can be 

classified into direct and indirect loss. 

Direct loss includes loss of life, 

buildings, utensils, vehicles, live stocks, 

crops etc. Indirect loss include 

disruption to transport, 

communication, trade and commerce, 

industries etc. Recent floods in India 

have considerably affected the primary 

sector. Widespread damage to crops, 

water logged soils, interrupted 

harvests along with dilapidated and 
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destructed roads and infrastructure 

further intensified the crisis in the 

agricultural sector. Flood damage to 

important transport hubs and shipping 

ports had adversely affected the net 

exports. Tourism industry is another 

victim of flood damage. As far as Kerala 

is concerned where tourism 

contributes 10% of state’s GDP had 

been badly affected since 2018 flood. 

State government had approximated a 

loss of rupees 1500 crore to tourism 

industry due to flood damage and 

cancellation of bookings. Frequent 

flooding, resulting in loss of livelihoods 

production and other prolonged 

economic impacts can trigger mass 

migration of population from these 

affected areas to developed urban 

areas further causing economic 

imbalance. All this had considerably 

reduced the consumption in the 

economy. The steep decline in 

consumption is a big cause for worry 

as it has a positive impact in the 

downfall of GDP. 

Covid- 19 Pandemic and its effect on 

Indian Economy 

The GDP growth rate expanded 3.1 

percentage in the first quarter of 2020 

beating market forecasts of a 2.1 

percent rise. Still it is the slowest 

growth rate since 2004, and the reason 

can be attributed to nationwide 

lockdown from March 24th aiming to 

contain the spread of the coronavirus. 

The unprecedented lockdown is 

anticipated to have a significant 

adverse effect on the economy. 

Millions of jobs and livelihoods are at 

pale. More than 50 million migrant 

labourers were stuck in labor camps as 

the borders were closed and were left 

unemployed. Domestic and 

international flights, railway and metro 

services were banned, bringing 

international trade and commerce to 

an abrupt pause. The lockdown is 

declared amidst the economy was 

struggling. Import, export and the 

tourism industry were greatly affected 

by this pandemic.  The estimated cost 

of a full lockdown was a whopping 26 

billion U.S. dollars. Most of the loss was 

forecast to occur in the June quarter 

(Sandhya Keelery, 2020). Retail sector 

too was badly affected at the time of 

lockdown. Rice, fruits and vegetables 

were commodities least affected in 

terms of exports from India a decline of 

about eight percent in April 2020, 

compared to the same month in the 

previous year. Gems and jewelry, along 

with the textile and apparel sectors 

saw the steepest drop that month with 

an average of 95 percent (Madhumitha 

Jaganmohan 2020). Another impact of 

lockdown was the high rate of 

unemployment which strikes up to 
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24% in May 2020. This can be 

attributed to the downtrend in the 

demand side. Between February and 

April 2020, the share of households 

that experienced a fall in income shot 

up to nearly 46 percent (Sandhya 

Keelery, 2020). At the same time, there 

has been a complete collapse of 

consumption demand as millions of 

people stay home and postpone their 

non-essential expenditures.     

Policy Recommendations 

The ongoing economic crisis in India 

has resulted in sharp decline in GDP to 

4.2%. Several factors such as a high 

rate of unemployment, credit crux in 

the financial market, the crisis in net 

exports, declined consumption and 

investment demand etc triggered the 

economic slowdown. India can tackle 

this crisis through the following 

measures: 

 Focusing more on MSMEs  

This will help us to promote domestic 

trading and being self-reliant to 

manage the domestic demand and 

supply as well without any external 

interruptions. 

 Increasing Rural Spending 

An easiest method to revive the 

economy is to increase the 

consumption demand. An increase in 

rural spending will generate more 

consumer demand and will enhance 

the consumer market. 

 Increasing public expenditure 

By following Keynesian economic view 

“government should increase spending 

to have a pickup in the economic 

activity” will provide a short-term 

boost to overcome the current 

economic crisis. The increased 

government spending will create a 

multiplier effect.  

According to the Nobel Laureate 

Abhijit Banerjee, “there is not enough 

demand in the economy”. He opines 

that Government should put cash in 

the hands of the poor either through 

higher support price for crops or 

strengthening the government 

sponsored programmes like MGNREGA 

through which money in the hands of 

lower-income people will increase the 

demand.       

Conclusion  

Due to the lockdown, daily-wage 

workers (the urban poor and migrant 

laborers) were left with no work. At 

the same time, the lockdown 

restrictions put a stop on the 

movement of buses and trains. Large 

numbers of migrant workers ended up 

walking back to their villages. Millions 

of labourers were left unemployed. 

Thus, the sharp fall in consumption is a 
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graver issue, given that consumption 

has accounted for 55-58% of GDP. The 

sharp fall in private final consumption 

expenditure from 7.2% in the march 

quarter to 3.5% in the June quarter 

needs immediate attention. India’s 

exports in April 2020 fell by -36.65% 

year-on-year while imports in April 

2020 fell by -47.36% as compared to 

April 2019. Demonetisation announced 

in 2016 put a severe blow to 

consumption, leading to vicious circle 

of job loss and lower income, leading to 

further drop in demand what we call as 

multiplier effect. Second hurdle came 

in the form of GST reform rolled out in 

July 2017. Layman considers GST as a 

burden as it led to shooting up of the 

prices of goods and services. GST in 

fact led to inflation affecting 

consumption and demand of poor 

people in India. The burden of GST 

ultimately falls on the consumer. Thus, 

every consumer no matter rich, middle 

or poor must pay same amount of GST 

per unit of product he avails from the 

market and as result consumption 

demand of the low- and middle-income 

class population had considerably 

reduced.      
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